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Applying the growth identification and facilitation framework to Nigeria
1.
Nigeria faces a growing employment crisis. Notwithstanding sustained, high and broadbased growth in the non-oil economy, unemployment has not fallen materially since 1999. More importantly, youth unemployment has markedly risen over the same period. While the number of jobs seems to have grown in line with the labor force, most of these jobs have been created in informal family agriculture. Wage employment, however, has declined. Nigeria needs a strategy aimed at increasing the employment intensity and sustainability of its growth performance.
2.
How to promote economic growth has been a topic for economic discourse and research for a long time. Modern economic growth is a process of continuous technological innovation, industrial upgrading and diversification, and of improvements in the various types of infrastructure and institutional arrangements that constitute the context for business development and wealth creation. While past theories have long emphasized that market mechanisms are essential to getting relative prices right and thereby facilitating an efficient allocation of factors, the growth experience in many countries shows that governments often play a crucial role in facilitating industrial transformation.
3.
New Structural Economics 2 conceptualizes these aspects of growth by integrating some of the insights from the old structural economics, namely the need to take into account, on the one hand, structural features of developing economies in analyzing the process of economic development and, on the other hand, the role of the state in facilitating structural change in developing countries. The key innovation of the approach is that it considers structural differences between developed and developing countries to be endogenous to their endowment structure. With the economy's structure of factor endowment --defined as the relative composition of natural resources, labor, human capital and physical capital -being given at each stage of development and different from one stage to another, the optimal industrial structure will be different at different stages of development. To move from one stage to another, the market requires industrial upgrading and corresponding improvements in hard and soft infrastructure.
4.
The Growth Identification and Facilitation Framework (GIFF) operationalizes key insights of New Structural Economics by developing a methodology for identifying sectors where the country may have a latent comparative advantage and removing binding constraints to facilitate private firms' entry into those industries. The purpose of this paper is to apply the GIFF to Nigeria. The reason for choosing Nigeria is that, in addition to facing a growing employment crisis, Nigeria is also Africa's most populous country and a regional growth pole. 
5.
Following an overview of Nigeria's recent economic performance and its impact on employment, the paper describes the basic rationale underlying the GIF framework and its methodology. The third section discusses, based on a range of criteria proposed by the GIFF, which sectors or products would be compatible with Nigeria's latent comparative advantage and should therefore be promoted using industrial policy. The fourth section reviews the binding constraints to growth in each of these sectors and discusses specific interventions the government could undertake--in collaboration with the private sector--in order to alleviate these constraints. In view of the fact that shortcomings in governance have in the past often undermined the effectiveness of policy interventions in Nigeria, this section also discusses how the measures could be implemented to ensure accountability and transparency.
I.
Recent economic developments in Nigeria 6. Since 2001, Nigeria has had the longest period of sustained expansion of the non-oil economy since independence. Growth has occurred across all sectors of the economy and has been accelerating. While non-oil growth averaged about 3-4 percent in 1995-2000, it more than doubled to over 7 percent and rose to 8 to 9 percent in recent years. Even in spite of the current global financial crisis, growth of the non-oil economy remained above 8 percent in 2009 and 2010 . While the oil economy contracted in recent years owing to unrest in the Niger Delta, since 2009, the contribution of the Niger Delta has improved as a result of positive effects of the amnesty on oil production (Table 1) . 
7.
Moreover, over the last five years, the growth of Nigeria's non-oil economy has been superior to that of most oil-exporting and non-oil exporting countries in Sub-Saharan Africa (Table 2) .
8.
An analysis of the sources of growth shows that, while TFP seems to have improved significantly since 2000, relative to the US it has been declining and has only recently improved (Figures 1 and 2 ). 
9.
The growth of the non-oil economy was largely driven by the agriculture sector, which contributed on average more than 50 percent (Table 3) .
10.
The contribution of agriculture was followed by that of the wholesale and retail sector (about 20 percent), the manufacturing and financial sectors (4-5 percent), and the telecommunications sector (about 3-4 percent). 
11.
Since 2001, changes in the services sector have led a structural change in Nigeria's economy, manifested in substantial growth of the telecommunications, transportation, hotel and restaurants, construction and real estate, and financial sectors.
12.
The fastest-growing sector has been telecommunications (at an average rate of over 30 percent), followed by the wholesale and retail sectors (about 15 percent) and construction (about 13 percent). Solid minerals grew by over 10 percent on average and manufacturing by about 8-9 percent. Agriculture grew by 6-7 percent on average, the strongest sustained growth performance in more than a decade.
13.
Notwithstanding Nigeria's strong economic performance over the past 10 years, its export and production structure has shown little diversification. Nigeria's exports are concentrated in oil and gas (98 percent), while the structure of the non-oil economy is dominated by the agriculture, wholesale, and retail sectors that serve the domestic market.
9
How have employment and incomes responded to this strong growth performance? Table 4 shows how the labor force has evolved since 1999. NLSS 2003 -2004 and GHS 1999 -2004 14.
A key feature of Nigeria's working-age population is the high share (approximately onefourth) of the population that is not in the labor force. As in other African countries, formal unemployment (measured as job seekers who cannot find a job) is extremely low. The vast majority of people outside the labor force consist of individuals who are either discouraged job seekers or who have not embarked upon a job search, as they do not consider the prospects to be promising. The share of people outside the labor force is a more suitable indicator of unemployment than the official unemployment rate, which consists of individuals that are looking for, but are unable to find employment. Nonetheless, actual unemployment will be less than 25 percent given that there are individuals who are not in the labor force that are genuinely not interested in work. However, given the pervasive poverty in Nigeria, that figure is not likely to be high.
15
. Table 4 shows that in spite of the high growth performance, the share of the population that is not in the labor force has remained broadly unchanged. That means that the number of jobs has risen broadly in line with the labor force and that unemployment has remained basically unchanged.
16
. Table 5 shows the evolution of employment broken down by family agriculture, nonagriculture self-employed (i.e., mostly urban) and wage employment. NLSS 2003 -2004 and GHS 1999 -2004 17.
From 1999 to 2006, the most important structural changes that have occurred in Nigeria's labor force have been a shift into agriculture employment and out of wage employment: the proportion of the sample population aged 15 to 65 (excluding those in full-time education) with wage jobs declined over this period (from 15 percent in 1999 to 10 percent in 2006). The same is also true for those classified as non-agriculture self-employed (their share of the population fell from 24 to 22.9 percent). The category that saw a major increase in this share of the population was family agriculture, which rose from 30.8 to 37.8 percent. 
18
. Table 6 provides further insights into the development of wage employment since 1999: Wage employment in parastatals, ministries and public companies has declined, while employment in the private sector and others (including NGOs, international organizations and associations) has risen. Haywood NLSS 2003 -2004 and GHS 1999 -2004 19.
The decline of wage employment reflects three developments: (i) the retrenchment of civil servants and the privatization of many parastatals led to a sharp decline in public service employment, which has long dominated employment in the formal sector and continues to represent the largest share of wage employment; (ii) many private industries with large wage employment, notably the textile industry, have been in decline for a number of years and have shed a considerable part of their work force; and (iii) sectors of the economy that have grown quickly, such as wholesale/retail, construction and agriculture, have been, to a significant extent, in the informal sector, while those in the formal sector, e.g., the financial services and hospitality industries, are either not very employment intensive or added labor from a very low base, failing to make a significant difference in the growth of wage employment.
Two features stand out:
 Among the young, the share of family agriculture almost doubled from 1999-2006.
 By 2006, the share of young people outside the labor force in the urban areas had appreciably increased. A more detailed review of the share of the people outside the labor force suggests that most of them consist of women engaged in household work and men who have never had any employment experience.
20.
This picture generally supports the conclusion that youth unemployment has been on the rise since 1999, an alarming trend in view of the strong growth performance in recent years.
21.
The pattern of growth in Nigeria and its relation to the evolution of Nigeria's labor market can be described as follows:  Nigeria's strong growth in recent years has been dominated by the agriculture sector. In the labor market this has been reflected in a shift of employment into family agriculture. The considerable growth of employment in the agriculture sector is consistent with the absence of improvements in agricultural productivity.
 Creation of contractual wage jobs in the rapidly growing sectors of the economy was unable to compensate for the loss of wage jobs in the public sector, parastatals and ministries, leading to a decline in wage employment.
22.
With the share of population outside the labor force unchanged for the population as a whole and rising for the lowest age bracket, Nigeria's growth performance has clearly not responded to the aspirations of its population.
23.
Nigeria's strong growth performance reflected primarily two factors: (i) sound macroeconomic policies that created a more favorable environment for private investment, and (ii) sectoral policies, such as the banking consolidation exercise that directly boosted growth in specific sectors of the economy. Both macroeconomic and structural policies contributed to confidence in a new era in the Nigerian economy and thus promoted investment, substantially fueled by foreign direct investment and remittances.
24.
However, this investment was more focused on capital-intensive than employmentintensive industries. Investment occurred primarily in the oil and gas and the telecommunications industries, where returns were particularly high. Hence, few productivity improvements occurred in sectors that are employment-intensive and consistent with the comparative advantage of the economy, such as the labor-intensive manufacturing sector. As a result, the infrastructure constraints became more binding in these sectors of the economy, limiting improvements in their productivity and competitiveness and hence their ability to generate employment. A forwardlooking growth strategy needs to focus on improving productivity in the employment-intensive sectors of the economy.
25.
The next section identifies the sectors that Nigeria should target based on the methodology proposed by the Growth Identification and Facilitation Framework.
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II. The Growth Identification and Facilitation framework
26.
New Structural Economics notes that modern economic growth is a process of continuous technological innovation, industrial upgrading and diversification, and improvements in the various types of infrastructure and institutional arrangements that constitute the context of business development and wealth creation. At any given point in time, the structure of a country's endowment, that is, the relative abundance of factors that the country possesses, determines relative factor prices and thus the optimal industrial structure. A low-income country with abundant labor or natural resources and scarce capital will have comparative advantage and be competitive in labor-intensive or resource-intensive industries. Hence, the optimal industrial structure in a country which will make the country most competitive is endogenously determined by its endowment structure. For a developing country to reach the income level of advanced countries, it needs to upgrade its industrial structure to the same relative capital-intensity of the advanced countries.
27.
A country's endowment structure is not static, but will depend on the rate of capital accumulation and technological progress. The change in relative prices associated with these changes will affect the type of industries in which the country has a latent comparative advantage and hence the optimal industrial structure, given that, in order to be competitive, the new industry needs to be consistent with a country's latent comparative advantage. 5 Of particular importance to the latent comparative advantage is the wage level. By imitating or licensing to obtain technology-a process that is less expensive than inventing the technology on their own-low-income countries will be able to produce the same commodities at a significantly lower cost than developed countries provided the enabling conditions have been created. That way the country can exploit the latecomer advantages by developing matured industries in dynamically growing, more advanced countries with endowment structures similar to theirs. By following carefully selected lead countries, latecomers can emulate the leader-follower, flyinggeese pattern that has served well all successful economies since the 18 th century.
28.
The process of upgrading the industrial structure to a higher level consistent with the factor endowment cannot rely solely on the market mechanism. For example, starting a new industry may be difficult because of the lack of complementary inputs or adequate infrastructure for the new industry even if the targeted industry is consistent with the economy's comparative advantage. Private firms will not be able to internalize those investments in their decision to upgrade or diversify. Therefore, the government has an important role in providing or coordinating investments in necessary infrastructure and complementary inputs.
29.
In addition, innovation which underlies the industrial upgrading and diversification process is a risky process, as it presents a first-mover problem. Both failure and success of a first mover create externalities. For example, firms that are first movers pay the cost of failure and produce valuable information for other firms. At the same time, when first movers succeed, their experience also provides valuable information to other market participants about the type of industries that can be profitable in the specific country. However, if new firms enter on a large scale this may largely eliminate the possible rents that the first mover may enjoy. In a developed country, a successful first mover can in general be rewarded with a patent and enjoy the rent created by a matured industry. However, in a developing country, a new patent may not be available, as the industry may already be located within the global industrial frontier. Therefore, the first mover will not be able to obtain a patent for its entry into a new industry in its economy, and, as a result, some form of direct support by the government to pioneer firms may be justifiable.
30.
The GIFF proposes a new approach to help identify industries where the economies may have a latent comparative advantage and remove binding constraints to facilitate private firms' entry into those industries, or facilitate industries that are already active in the country to grow fast. In this context, the GIFF argues that picking winners is inevitable because the binding constraints may be sector specific and removing them may not be possible for the private sector alone. Therefore the main issue is to minimize the error margin of picking the wrong industry. The key risk in this regard is that countries target industries that are too advanced and far beyond the latent comparative advantage or to target industries in which the country has already lost its comparative advantage.
31.
The GIFF proposes a six-step approach to growth identification and facilitation. Three of these steps aim at the selection of sectors. After the sectors are selected, value-chain analyses can be used to identify the binding constraints for private firms' entry and growth in those sectors (see Box 1).
 The first step consists of identifying tradable goods and services that have been growing dynamically for about 20 years in fast-growing countries with similar endowment structures that have a per capita GDP about 100 to 300 percent higher than their own. In many cases, given that wages tend to rise in the growth process, a fast-growing country that has produced goods and services for about 20 years may begin to lose its comparative advantage in this sector. 67 In addition, Nigeria could domestically produce simple manufacturing goods which are labor-intensive, have limited economies of scale, and require only small investments, and are imported. This step also allows the identification of industries that are new to the country, but may be good business opportunities for Nigeria  Second, among the industries on the list, the government may give priority to those in which some domestic private firms have already entered spontaneously, and try to identify: (i) the obstacles that are preventing these firms from upgrading the quality of their products; or (ii) the barriers that limit entry to those industries by other private firms. For such industries, the government could also adopt specific measures to encourage foreign direct investment in the higher-income country to invest in these industries.
 Third, in addition to the industries identified on the list of opportunities for tradable goods and services in step 1, developing country governments should pay close attention to successful self-discoveries by private enterprises and provide support to scale up those industries.
The application of this methodology to Nigeria is discussed below.
ago. Also, an industry can be divided into different segments with different capital-intensity. For example, the IT industry can be divided, according to capital intensity, R&D, chips, spare parts, and assembly. The lower-income countries can enter the industry starting from labor-intensive assembly.
Box 1: Applying the GIFF -Comparative Value Chain Analysis
A forthcoming report by the World Bank on Light Manufacturing in Africa implements an innovative form of value chain analysis to both determine the competitiveness of a sector as well as assist governments and the private sector in identifying the constraints which most impact the cost competitiveness of domestically produced products on the global market.
In the usual value-chain analysis, the advantages, bottlenecks and policy issues would be analyzed within the country of study with some comparison between sectors within the economy. In the comparative approach, however, China and Vietnam are being chosen as benchmark countries in order to compare the cost competitiveness of African production of particular products, chosen to be as like-for-like as possible.
After applying the GIFF to arrive at several sub-sectors which could potentially be successfully produced in SSA (Ethiopia, Tanzania and Zambia were the sample countries), in-depth value chain analyses were conducted for particular products in each of those sub-sectors in order to gain a representative view of the competitiveness and constraints of the sub-sector. The analysis included a quantitative breakdown of the proportion and cost of inputs, efficiency input use, logistic costs, labor productivity, production wastage and efficiency etc. This data was gathered from a reasonable sample of firms in all five countries producing similar products in each of the five identified sub-sectors. Each component which impacts the cost and competitiveness of the firms was compared between China, Vietnam and SSA. The results were conclusive in identifying the cost elements which vary significantly between East Asia and SSA, thereby identifying the priority areas for intervention. The results also screened out those sectors where the country does not have comparative advantage by calculating the domestic resource costs.
For Nigeria, value chain analyses have been conducted in recent years for several key sectors which have been valuable in highlighting the constraints and opportunities in the sectors studied. However, the new approach proposed in this paper is to use the GIF framework to identify sectors where Nigeria may have some comparative advantage, latent or revealed. A comparative value chain analysis could then be undertaken in those identified sectors which will provide rigorous evidence and support for a prioritized program by government and private sector to overcome key constraints in targeted sectors. For example, the comparative value chain provides some more conclusive evidence on the wage difference in specific sectors as well as the difference in labor productivity in those sectors. That way, conclusions can be drawn on both the poverty-reducing employment effect of expansion in a sector, as well as the labor cost advantage (or disadvantage) which can be a crucial aspect in determining competitiveness of a sector.
III. Selecting sectors
Selecting a country with a per capita income 100-300 percent above Nigeria's 32. Table 7 shows a list of countries that have a per-capita GDP of 100 to 300 percent of that of Nigeria. Removing slowly-growing countries, i.e., countries growing at less than 6 percent per year, leaves the following countries: Indonesia, China, Vietnam and India. 
33.
Using the criterion of factor endowment, among these countries Indonesia would stand out as the country with the greatest similarity with Nigeria because it is a natural resource-rich country and a former member of OPEC, but also specializes in labor-intensive production. Indonesia has effectively used both its natural resources as well its abundant labor supply to develop industries that correspond to its latent comparative advantage. As discussed in a blog by Justin Lin (March 2011), a resource-rich, labor-abundant country can use both resource-rich and labor-abundant countries as comparators. While not a resource-rich country, Vietnam's high growth rate makes it an appropriate comparator, especially in view of its labor-intensive economy. Its strong growth performance and consequent rise in labor costs could also quickly erode Vietnam's cost advantage in certain labor-intensive industries.
35.
The other country that lends itself as a comparator is China. China has a per capita income that is about 300 percent higher than that of Nigeria and is not a natural resource rich 8
The similarities been Nigeria and Indonesia had earlier been recognized in a World Bank publication which reviewed the economic performance of the two countries over the period 1960-85. country. However, given its fast growth, large population size and domestic market, as well as fast ascent on the technological value-added ladder, its production structure may be suited for imitation given that it may be in the process of losing its cost advantage in some of the industries that have in the past driven its growth performance. This is especially true if Nigeria can use the rent from natural resources to improve its infrastructure and education.
36.
A further comparator country is India. While India has not consistently followed its comparative advantage of abundant unskilled labor, the availability of skilled labor has been successfully used for several new sectors, such as call centers. Hence in some areas, India's production structure has been in line with its latent comparative advantage.
Which commodities do these countries export?
37.
This section identifies industries in these comparator countries where production is labor intensive or requires natural resources, and provides brief comments on Nigeria's potential in these industries. 
Imports of labor-intensive manufactured goods have limited economies of scale, and require only small investments
38.
A review of imports of labor-intensive manufactured goods with limited economies of scale shows the following commodities (at the 4-digit SITC level). 9 Since transport equipment may be protected by patents, Nigeria could start by producing generic products.
Industries where the private sector is already active and where successful self-discovery has taken place
39.
A third criterion for selection is to choose sectors in which Nigeria's private sector has become increasingly active and where successful self-discovery has already taken place, such as ICT, light manufacturing, food processing, wholesale and retail, construction and car parts, meat and poultry, oil palm, and cocoa. None of these industries currently produces for export. However, all of them have significant employment and growth potential and could be upgraded for exports.
40.
The chart below highlights how the growth and employment potential of a sector may differ on a regional or geographical basis. For example, rice production has a lower employment and growth potential in Kano than in Kaduna. And the wholesale and retail sector has greater growth potential in Lagos, given the very large domestic market, than in Kano, where the market is smaller. Such detailed regional analysis is very important, given the great disparity in Nigeria. Employment and Growth." World Bank, 2010. 
Source: "Putting Nigeria to Work -A Strategy for
41.
In addition to these sectors, there are a number in which successful self-discovery has already taken place. For example, production of suitcases has recently successfully started and is expanding rapidly. At this stage, 60 percent of the required parts are being produced domestically, which has allowed for the unit cost to fall significantly; also about 50 percent of the domestic demand is being met through domestically-produced suitcases. A further area of successful self-discovery is TV assembly, which began as recently as December 2010. Both areas of production could be further rapidly expanded, including for exports, if the government provided assistance toward scaling up, e.g., through better access to finance.
What are the sectors in which Nigeria has a potential comparative advantage based on this analysis?
42.
The section above uses three different criteria to identify sectors with high growth and employment potential that could be the subject of targeted interventions. First is the identification of dynamically growing tradable industries in fast growing countries with similar factor endowment and a per capita income 100 to 300 percent above that of Nigeria. Second is the review of Nigeria's imports to identify sectors that require only small investments and have limited economies of scale and could therefore be manufactured domestically. Third is the identification of domestic sectors where successful self-discovery has already taken place or that are already growing fast, but have a high employment impact and could grow faster.
The application of the first criterion yields the following sectors:
 Seven sectors emerge quite clearly for further analysis, as they represent industries in countries with a similar endowment structure: (i) footwear, including sports shoes; (ii) textiles; (iii) TV recorders; (iv) aquaculture; (v) motor vehicle parts (vi) vegetable oil; and (vii) fertilizers. Additional sectors are (viii) motorcycles; (ix) meat, meat products, and oil seeds; (x) fertilizers, petroleum products; (xi) leather; (xii) travel goods; (xiii) office machines; (xiv) pharmaceutical products; and (xv) organic chemicals.
Based on the second criterion, the following sectors would be prioritized:
 (i) Vehicles parts; (ii) color TV receivers; (iii) tires; and (iv) metal manufacture.
43.
The third criterion, which focuses on sectors that are already growing fast, yields a list of target sectors that is slightly different from that identified through the first two criteria:
 Light manufacturing, food processing, meat and poultry, palm oil and rice, telecommunications, leather, wholesale and retail, and construction.
44.
Nigeria is a country rich in natural resources, in particular oil and gas, but also solid minerals. Industries associated with these natural resources, in particular refined petroleum products, petrochemicals, cosmetics and plastics, are currently not particularly active n Nigeria. However, given that they are imported in large quantities, and raw materials are available in abundance, they should be subject to a detailed value chain analysis aimed at assessing whether they can be produced at a comparative advantage in Nigeria.
45.
How should the targeted sectors be selected from this list? The key criteria will be the upside potential of the sector in terms of growth and employment creation, as well as the feasibility of growth in terms of private sector capability and the public sector regulatory framework. These questions can ultimately be answered only based on detailed value chain analysis, along the lines of the methodology described in Box 1. However, as a first approximation, the list of potential target industries can be narrowed down further by applying a set of pre-screening criteria developed in the context of the forthcoming report on Light Manufacturing in Africa.
46.
First, sectors with very high capital requirements and only small domestic markets should be eliminated, given that Nigeria is not a capital abundant country and initially success will be in catering to the large domestic market. Second, goods should ideally be produced by small and medium-size enterprises in the comparator countries, given that large enterprises are currently not prevalent in Nigeria. However, to the extent that Nigeria's business environment could be made conducive to attracting large-scale foreign direct investment, the goods could also be produced by large companies in comparator countries. Third, a supply chain should exist for each product in the domestic market. Fourth, raw materials are available in the domestic market or could be easily imported. And fifth, labor skills should be easily transferable.
47.
The table below shows whether the pre-selected sectors meet the criteria: Wholesale/retail and construction sectors have not been included, as they are not sectors that would be imitated from other countries, but may still benefit from targeted interventions to make them more responsive to higher demand and more employment-intensive. 
48.
Most of these sectors meet the pre-screening criteria, i.e., they have some upside potential for growth and meet feasibility criteria. A notable exception is sportswear-unavailability of PVC in the domestic market creates a comparative disadvantage and has already resulted in the closure of domestic production. Its competitiveness may depend on the establishment of a domestic petrochemical industry. Also, in the comparator countries, fertilizer and petrochemical production as well as TV production may not take place in small or medium-size enterprises; however, targeted foreign direct investment may be able to attract investments to establish larger firms, including through joint ventures, provided enabling conditions have been put in place.
49.
In a second step, Nigeria's basic wage competitiveness in these sectors needs to be reviewed to determine whether that would allow Nigeria to reap the advantage of backwardness.
50.
The table below summarizes wage data for China, Vietnam and Nigeria on a sectoral basis. 
51.
These data confirm Nigeria's relative cost advantage in cheap labor in the industries identified above.
IV. How can growth in the selected value chains be promoted?
52.
In addition to proposing the above methodology to identify target sectors, the GIFF also identifies a number of steps to encourage growth in these targeted sectors. As discussed above, the government can try to identify the obstacles that are preventing these firms from upgrading the quality of their products or the barriers that limit entry to those industries through value chain analysis or the Growth Diagnostic studies suggested by Hausmann, Rodrik and Velasco. In addition, the government can adopt specific measures to encourage firms in the higher-income countries identified in the first step to invest in these industries. Moreover, in developing countries with poor infrastructure and an unfriendly business environment, the government can invest in industrial parks or export processing zones. Such industrial parks or EPZs typically provide conditions that are specifically targeted at certain sectors or industries, e.g., IT or light manufacturing, and are often built around already existing industry clusters. Lastly, the government can also provide limited incentives to domestic pioneer firms or foreign investors that work within the list of industries identified in step 1 in order to compensate for the non-rival public knowledge created by their investments. These steps may include corporate income tax holidays, directed tax credits, or priority access to foreign reserves to import key equipment. In the literature, the former type of intervention is referred to as soft and the latter as hard industrial policy.
53.
The section below discusses key constraints in the selected value chains and what specifically could be done about it in the Nigerian context. Available value chain studies provide an analysis of the binding constraints to growth in a number of these value chains.
10 The binding constraints can be broadly categorized in 5 categories: (i) physical infrastructure, in particular lack of power and roads; (ii) business environment (cumbersome procedures); (iii) lack of access to finance; (iv) lack of a technical and vocational education system that corresponds to the needs of the market; and (v) restrictive trade policy. The table below (Exhibit 1) summarizes binding constraints and the measures that could be undertaken to address them in a number of value selected chains.
54
. Specific measures to be undertaken for each category of constraints to growth could be as follows:
Construction of industrial parks with dedicated power supply and transportation. Construction of Independent Power Plants (IPPs) in geographical areas with high growth potential that already have a high concentration of promising value chains, possibly through the Bank of Industry in close collaboration with state governments.
 Business environment
56.
Selective capacity-building in key government agencies, such as Standards Organization of Nigeria that enforce quality, and reform of business licensing as well as land transactions.
 TVET
57.
Linking growth sectors to skills development through promotion of Innovation Enterprise Institutions (IEI)-an initiative promoted by the Nigeria Board of Technical Education; Developing a National Vocational Qualification framework (NBTE) and calibrating the National Youth Service to assign youth corpers to jobs matching their qualifications. Encouraging the development and adoption of training standards in traditional apprenticeships through trade associations.
 Access to finance
58.
Mobilizing mortgage-based finance by enhancing the availability of mortgages through reform of the land allocation system. Introducing directed credit schemes at concessional interest rates.
 Trade policy reform
59.
Import bans and high tariffs adversely affect competitiveness of a number of value chains. Replacing import bans that adversely affect certain sectors with the highest growth potential with tariffs could be very beneficial to the development of industries. Some protection may still be necessary for sectors with high growth potential that still need to develop.
Key constraints for each sector
60.
One of the most important challenges for government and the private sector is to identify the most important constraint, which, if alleviated, is likely to allow for the sector to grow faster. The table below highlights various constraints for each value chain and how they could be addressed in each individual case. The section below discusses some of the findings from meetings with entrepreneurs in Lagos. Lack of electric power is a pervasive constraint in almost 28 every industry and is therefore not specifically mentioned. It is imperative for the Nigerian government to promote construction of IPPs in industrial zones as the main tool for addressing the high cost of power.
61.
On a general note, entrepreneurs call for greater protection from imports through tariffs. In the past, Nigeria has consistently protected domestic industry through high tariffs or import bans. However, the desired improvement in domestic output has not materialized, as key constraints to greater productivity have remained unaddressed, in particular the lack of power. Against this background, it would be the preferable if continued protection was associated with a pre-commitment on the part of government to gradually phase out protection and address some of the key binding constraints in a comprehensive package of measures, e.g., the construction of Independent Power plants, the establishment of a fast-track window for imports of manufacturers and specific financial interventions to facilitate access to finance of key value chains. Import bans should be replaced by tariffs, given the fact that most import bans cannot be enforced and facilitate smuggling.
62.
Food processing (including fruit juices, meat and poultry, noodles and spaghetti and tomato paste) has experienced strong growth in recent years and producers are confident about prospects for further growth. Tomato paste producers indicate that their growth potential would sharply improve, if domestic production of tomatoes could be scaled up. In addition, specific government incentives such as for Research and Development, the full operationalization of the Export Expansion Grant (EEG) and assistance in distributing seeds could allow production to further expand.
63.
Construction has a very significant potential for job creation. The primary constraint for faster growth is the unavailability of mortgage financing. Specific interventions to improve the availability of such financing through reform of the land transaction process and the development of mortgage-related financial instruments would be critical to facilitate faster growth. In addition, the industry suffers from shortages of skilled technical labor. Targeted interventions to substantially upgrade the quality of vocational training would help youth unemployment and reduce the cost of construction firms.
64.
Motorcycle, tractor and TV assembly are set for rapid expansion. Key constraints are the lack of adequate trade facilitation leading to delays in clearance of imports and the need for land to allow expansion of production and reap benefits from economies of scale.
65.
Computer assembly is also growing rapidly. Partnership between the public and private sectors to help reduce the skills gap would be crucial to reduce cost. In addition, the government may facilitate the adoption of broadband internet access in universities and schools.
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66.
Following years of decline owing to lack of competitiveness with imports, the tire industry ceased production in 2008. Key constraints to greater productivity include (i) the need for natural gas to power an Independent Power Plant (IPP); (ii) the need to rehabilitate the Warri refinery to facilitate availability of black carbon-a key input for tire production; and (iii) the need for a bail-out fund to address the large amount of unserved debt. Gas had not been available owing to the turmoil in the Niger Delta, while the rehabilitation of the refinery had not proceeded on a timely basis. An injection of fresh capital from the government could be crucial to bailing out the industry, especially if packaged with other measures, in particular the rehabilitation of the Warri refinery and concessional loans (based on a performance agreement with the private contractor).
67.
The metal industry has been suffering from power shortages and lower price competition from abroad. Nonetheless, some segments of the production, like cast irons and manganese steel, have been prospering, while others, such as aluminum, have been in decline. One of the key obstacles, in addition to the power supply, has been the customs administration which has been delaying the clearance of imported raw materials. However, the most important challenge in facilitating the growth of this industry is the lack of power. 
68.
One of the most important criticisms against industrial policy is the potential for elite capture of the interventions in a way that could seriously undermine the effectiveness of any policy intervention. Nigeria has a poor track record in governance, traditionally ranking near the bottom of the global Corruption Perception Index. In this context, it is important to establish some principles that would allow proper management of governance-related issues in the implementation of these targeted policy measures. Based on experience in other countries, the following seem to be components that could help improve the governance aspect of these measures:
 Transparency and accountability is best ensured through a public process of agreement and follow-up on the implementation of the agreed measures. For example, as a first step a jobs summit could be held in which private and public sector representatives for key sectors meet, discuss and agree on critical interventions aimed at boosting growth in the individual sector, including selection criteria and appropriate implementation mechanisms. These Memoranda of Understanding could then be published and their implementation reviewed in public fora on a regular basis.
 The agreements should also explicitly specify the results that are to be expected. In addition, they should say that if the results are not achieved, the intervention should be retracted.
 A further measure helping to foster transparency and accountability is to limit the scale of the intervention. Smaller interventions stand a greater chance of transparency than large schemes. This is because the potential for elite capture is directly proportional to the magnitude of rents from government subsidies and other forms of protection and therefore smaller interventions stand a better chance.
 The selection of industries could be delegated to a consulting firm, rather than be handled by the government (as has been the case in Chile).
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VI. Conclusions
69.
This paper has aimed at identifying sectors with high growth and employment potential and targeted interventions to remove binding constraints to growth in each of these sectors. The paper concludes that a number of sectors, some of which are already active in Nigeria and some new to Nigeria, may hold significant potential for growth and employment creation and should be subject to detailed value chain analyses that would identify the type of interventions that would allow Nigeria to effectively compete with its competitors. Targeted interventions to promote growth should primarily focus on (i) providing physical infrastructure, especially power, water and sewerage; (ii) improving the business environment; (iii) developing targeted vocational and educational skills programs; (iv) improving the business and regulatory environment; (v) reforming trade policy; and (vi) providing some tax incentives, access to finance, and access to foreign exchange for the targeted sectors.
70.
Of crucial importance in implementing these targeted interventions is to adopt in parallel a range of measures to support good governance as highlighted above. Provided such policies are undertaken in parallel, Nigeria should be in a good position to maintain its strong growth performance, as well as to increase the employment intensity of growth.
